Henk Plasmeijer's account of Elisabeth C. van Dorp falls within this category. Other chapters, such as those by Chaigneau/Le Gall ͑on Marcel Lenoir͒ and by Desrosières ͑on Lucien March͒, bring in perhaps obvious but nevertheless surprising relationships such as economics with eugenics. In both cases, the chapters merit more extensive accounts in the future.
If one were to look for generalisations within the volume, it is striking that the chapters on the selected French economists convey a remarkable coherence and could possibly be described as a chapter on the History of statistical economics and econometrics in France. The chapters on Dutch economists reveal a great deal of social and political commitment ͑with a possible exception for Koopmans͒, and a continual struggle between theory and practice.
At the end of the day one may wonder why the volume is entitled 'European' Economists. As most of the chapters expose the existence of networks within national or language domains, which is certainly to be complemented, the overarching 'European' label seems to be misplaced. Let us be clear about this: the editor seems to want to emphasise that there is more to economics than British ͑or American͒ economics. Hence, 'European' economic thought is non-British, i.e. continental, European economic thought. This diversification is to be applauded even though it is mainly a negative definition of 'European.' A positive definition of 'European' economists might reveal some of the intricate international networks developed by economists in the early parts of the 20th century and which have contributed to an institutionalisation of the discipline, on the hand, and an integration of the scientific domains on the other. This is obviously a very ambitious project awaiting historians of economics in the future and the present volume may have been right to aim for a lower level of ambition.
European Economists of the Early 20 th Century, Volume 1 is a very enjoyable book with something for everyone. The volume gives way for a much richer European history of economic thought and allows for new directions in existing perspectives on the history of the discipline. The book is a strong plea for pluralism and a 'thicker' history of economics. Although the book is presented to an audience of historians of economics, economists in general, I believe, would greatly benefit from reading this book.
A. Jolink book is his application of the psychoanalytical life-cycle hypothesis of E.H. Erikson to Ricardo's life. According to Freud and Erikson the individual experiences a number of conflicts in the course of a lifetime and these lead to compromises between the individual and society. In Erikson's view after the childhood conflict crises of adulthood follow. Crises on identity, intimacy, generosity, and ego integrity. Henderson points out that in Ricardo's life there was an identity crisis when he broke with his parents, he left the Sephardic community, married outside the Jewish faith, and started his own business career. The period of intimacy followed, during which he developed new relations, most of which were far removed from his previous activities as he entered his second career as a political economist. Ricardo's period of generosity began when he became concerned with social issues. He began to write and became interested in politics. Ricardo died too early to experience the final crisis in late adulthood.
Henderson makes use of what he calls the 'Minsk-Pinsk' logic, in particular to speculate on his highly structured and traditional Sephardic life during his youth, on which there is little evidence. The story runs as follows. An elderly Jew is riding on a train form Minks to Pinsk. The train stops at a village where the man had lived for many years and a young man boards. The two men do not speak, but the old man notices that the young man is wearing a new suit and a hat. The old man knows the names of all the men and their age groups. He figures out that the young man must be Isaac, son of Abraham Ambarras. In view of the new suit the old man concludes that the young man is going to meet a girl with whom his marriage has been arranged. Who is the girl? The old man starts thinking about all young girls along the railroad line. As each town passes the possibilities are narrower. As the conductor announces the next stop, the young man becomes nervous. The old man tells himself Isaac Ambarras is going to mary Sarah Goldberg, the daughter of Aron Goldberg. The train stops, the old man rises, extends his hand and congratulates the young man on his marriage to Sarah Goldberg. The young man is shocked: 'How do you know?' The old man replies: 'It is obvious. ' After a chapter on the Sephardic heritage in English society Henderson discusses the family heritage: eigtheenth-century finance. In this respect Henderson refers to our work in the municipal activities of Amsterdam in the 1960s, on the basis of which we were able to trace five generations of Ricardo's in Amsterdam. At the same time we also confirmed that Abraham Ricardo, David's father, went to London around 1760 as an agent of his father the stockbroker Joseph Israel Ricardo. 1 I can complement Henderson's information on the family modestly ͑p. 83͒. Joseph Israel Ricardo ͑1699-1762͒ and Hannah Abaz ͑1705-1881͒ married in 1721 both in the municipality and the synagogue. They had four sons, David ͑1775-1778͒, Abraham ͑1733-1812͒, Samuel ͑1735-1795͒ and Mozes ͑1738-? ͒. Henderson is correct in pointing out that the year of birth I gave for Abraham in the sixties, 1738, is not correct. In the archives the years of birth around 1730 are not available, but obituaries in 1812 report that Abraham died in his eightieth year, so we fix his year of birth as 1733. An important question is whether Ricardo received any formal education and whether he was a pupil of Talmud Tora, a jewish school associated with the Portuguese Synagogue in Amsterdam. Henderson takes issue with my conclusion that David did not go to the Talmud Tora when he lived in Amsterdam as a boy in the years 1783-1785. I argued elsewhere that Ricardo received some private lessons in arithmetic, bookkeeping, Dutch, Spanish and French in the house of his uncle in Amsterdam. I found no trace of Ricardo ever being a pupil of Talmud Tora. Of course, there is the famous statement in the obituary by Moses, Ricardo's brother 'that he ͑David͒ might be placed at a school of which he entertained a very high opinion.' Close reading, however, indicates that the possible school is no more than a suggestion. I also think that David would have informed Maria Edgeworth about this when he spoke with her about his years in Amsterdam ͑p. 147͒.
The interested reader is confronted with many other topics and issues in this book on Ricardo's life and economic thinking, like his career in politics and the machinery question. And above all his relationship with Malthus. Henderson and Davis, in fact, follow a Sraffian interpretation of Ricardo's economics. In other words, their emphasis is on Ricardo as the economist of the long run natural price based on reproduction costs and on the distribution of rent, profits, and wages as the central issue of economic theory. The Sraffian approach of Ricardo is also observed by Warren Samuels. The book therefore differs fundamentally from Sam Hollander's book on the economics of Ricardo.
2 According to Hollander Ricardo belongs to the classical tradition and is a forerunner of Walras in whose thinking supply and demand play a symmetrical role along the lines of general equilibrium. This interpretation of Ricardo has been worked out in great detail by Morishima.
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On both personal and professional grounds I am happy that Henderson's work has come to light. The book provides us with many insights that may help the profession to obtain a better picture of Ricardo's life and work. After all, it is still amazing that a man with so little formal education is up to the present day a source of high level debate on what he really meant. Henderson's book does help to solve this intriguing question. This little monograph is a scientific and interesting attempt to demystify the three most famous speculative bubbles in economic history in an analytical way. These three are the Dutch tulip mania of 1634-1637, the Mississippi bubble of 1719-1720, and the closely related South Sea bubble of 1720. The Dutch tulip mania is the story of how newly developed varieties of bulbs resulted in prima facie madness and rapid price decline. The Mississippi bubble was a large-scale money printing operation and a government debt-forequity swap in the context of a monetary theory and systems created by John Law, praised by Schumpeter in 1954 for his brilliance. The South Sea bubble was also a debt-for-equity swap although much worse thought out than the French Louisiana project. Although this economic vocabulary was non-existent at the time, the first of these events was microeconomic in nature, whereas the latter two reflected macroeconomic phenomena.
In the author's view, history is a rhetorical weapon often employed in influencing today's policy outcomes. The term 'bubbles' is used to characterize behaviour in private capital markets and stock exchanges all over the world. Although a bubble is a beautiful metaphor, the word bubble is imprecise in content and therefore not well defined. Nevertheless, it seems to have a lot of economic psychological appeal. Equally vague expressions are frequently used nowadays to characterize similar phenomena, like 'herding' and Allan Greenspan's term 'irrational exuberance.' The great merit of Garber's book is to put these heavily psychologically loaded words that are used in economics and finance -other synonyms include 'chain letter,' Ponzi schemes, panic and crash -into a reasonable framework. Therefore he first puts forward an analytical definition of the term 'bubble.' Secondly, he uses this framework to examine the facts, with great accuracy and historical detail, emphasizing the tulip mania episode of the 17th century Republic of the Netherlands.
The definition Garber applies, encompasses the common view that a bubble is that part in asset price movements that cannot be explained by what economists call fundamentals. Fundamentals are a set of variables that is assumed to drive asset prices. This means that so far as serious model forecasts of asset prices fail, the prediction error measures the bubble. It also means that a bubble is something we cannot explain, or that it coincides with what the econometrician may wish to call a random disturbance. Of course this opens the door to unverifiable psychological explanations, of which Greenspan's irrational exuberance or the suggestion that investors act like cattle and show herding behaviour are prominent examples.
A great deal of Garber's analysis is devoted to the Dutch tulip mania. This started in 1634 when non-professional traders entered the market for demand for newly grown species. An example was the broken tulip, a single flower that was sold in 1634 for 1,000 guilders in Paris, where it became fashionable for women to arrange fresh tulips on their gowns. This habit spread over Europe and the Dutch started to cultivate bulbs at a large scale. Garber's accurate analysis of time series data on prices of particular rare species like Semper Augustus over 1633-1635 or Coorenaerts over the first six weeks of 1637 show how an increasing demand caused steadily increasing prices. However, Garber also shows that rare species of bulbs eventually became common species because supply was expanded over time, resulting in lower prices in line with what price theory predicts. Thus, his conclusion is that shifts in demand and supply of bulbs, perfectly explain price movements because as soon as the experimentation of growing new species was completed, production for the market took off. The main novelty of Garber's examination of the Dutch tulip mania is its refutation, based on careful economic analysis and regrouping of available market data. This enabled him to reconsider conventional wisdom and place the tulip episode in an appropriate historical perspective. A minor criticism that could be made on his splendid investigation is perhaps that he did not consult the most important modern books on the history of the Netherlands over these years, written by J.I. Israel ͑The Dutch Republic: Its Rise, Greatness and Fall 1477-1806 , Oxford ͑1995͒͒ and Jan de Vries and Ad van der Woude ͑Nederland 1500-1815: de eerste ronde van moderne economische groei, Amsterdam ͑1995͒͒. However, I doubt that reading these historians will alter Garber's main findings.
Unlike the tulip mania the analysis of the two other bubbles examined in economic literature are of a macroeconomic nature. However, the outcome is identical: both the Mississippi and South Sea speculations are easily explained in terms of economics and finance theory. The analytical framework is mainly in terms of discounted expected income flows, generated by the projects. A change in expectations easily explains the change in foreseen profits which brought about the panics that killed the two projects. The similarity to today's Internet companies and other ICT ventures is striking: in both cases asset prices are driven by discounted expected future profits which have not yet materialised. Of course such prices are vulnerable, but to view these events as bubbles or herding behaviour is an easy way out without any refutable content. We all agree that this is bad economics, which deserves to be considered critically.
Garber The interwar period is known as the 'years of high theory', because of the great debates between various schools of thought. It was also the period of the Great Depression and financial crises, which offered important challenges to economists. However, the development of macroeconomics in the first decades after the Second World War is somewhat paradoxal. On the one hand, it became more influential as a discipline, given the fact that policymakers more explicitly started to use macroeconomic data and models. On the other hand, much of the theoretical achievements of the 1920s and 1930s were largely ignored, as mainstream macroeconomics was dominated by the highly stylized IS-LM model. This remarkable development is the central theme of David Laidler's book. Its main purpose is to explain how IS-LM economics emerged out of various theoretical approaches in the 1930s, a process which is often referred to as the 'Keynesian Revolution.' However, the author concludes that this development was definitely not revolutionary, nor that it is to be considered 'Keynesian.' Rather, he argues, the IS-LM model is a highly selective synthesis of ideas that were previously developed, while Keynes' personal impact on the mainstream theory after the war is generally overstated.
David Laidler presents a careful and in-depth discussion of the main prewar literature. This is not an easy task, as there was no dominant mainstream theory but a diverse pattern of competing schools. In the United Kingdom, economics was strongly influenced by Marshall and his students ͑including Pigou, Robertson, Hawtrey, and Keynes͒. In continental Europe the Austrian school and the Stockholm school developed, building on the work of Wicksell. The American literature had its own characteristics, with elements of the European schools but also influenced by the economic crisis in the 1930s. Keynes presented his General Theory as a reaction to all that was written previously, but in fact incorporated many elements of contemporary work. Regarding its policy implications, there is a clear link to the Stockholm school and to the activist approach that had already been implemented several years earlier in the United States. A new generation of economists ͑such as Hicks͒ took the book as the starting point for the IS-LM approach.
I think Laidler's claim that there was nothing revolutionary to the General Theory is a bit too strong. It is true that many of Keynes' ideas were not entirely new and some crucial insights ͑such as the role of uncertainty͒ were ignored in the IS-LM approach, but there was definitely a paradigm shift which can be largely attributed to this book. It did give a theoretical foundation for activist economic policy and marks the start of modern macroeconomics based on aggregate variables. Nevertheless, it is interesting to see how macroeconomics developed the way it did -whether revolutionary or not -and in this respect Laidler presents an insightful analysis. Furthermore, it is fascinating to read about a period in which theory, despite its lack of a single coherent framework, was much richer than today. Most economists would agree that imposing capital controls is detrimental to the welfare of nations as such controls distort the allocation of capital and allow opportunities for fraud. In 1996, however, 144 out of 186 countries maintained some sort of capital control ͑IMF͒. How can we explain this phenomenon? This question is addressed by Schulze in part I of his book The Political Economy of Capital Controls. In part II he analyzes the evasion of capital controls and gives some policy recommendations. Part III empirically measures the effectiveness of capital controls.
In chapter 2 ͑part I͒ Schulze asserts correctly that the economic explanations for capital controls commonly given are unsatisfactory. The difference between private and social returns to capital, an optimal tax or immiserizing growth cannot explain the widespread use of capital controls. More satisfactory explanations arise when the government is modeled to maximize its own utility, instead of being a benevolent player. The author argues convincingly that the government gains from capital controls, either through financing ͑seigniorage, lower interest rate on government debts͒ or through distribution effects ͑spe-cific groups of people in a country benefit from capital controls while others do not͒. This chapter certainly presents a nice overview of the different explanations of capital controls. We also agree with the conclusion that an explanation for capital controls can be found in a political context.
The other chapters of part I present models explaining capital controls based on distribution effects. The citizens of a country have different capital-labor ratios, which implies that they either favor an increase or a decrease in capital controls. The government is elected by the citizens and will support the degree of capital control that is optimal for the median voter, leading to the unsurprising result that the degree of capital controls depends on the distribution of the capital-labor ratios. Although an interesting way of modeling capital controls, one might question their relevance as capital controls are mainly imposed by developing countries with an undemocratic political system. Schulze's lengthy argumentation to defend the median voter theory in situations with interest groups or an autocratic leader in power is not convincing.
Part II discusses the evasion of capital controls, presenting a model in which an importer has to decide which price to declare ͑which can deviate from the true price paid͒. The government investigates the truthfulness of the declaration, depending on the difference between the perceived import price and the declared price. Depending on the level of tariffs, the income tax, arbitrage gain, and the rate of penalty, an importer can either declare a higher price, a lower price or the true price.
Part III is empirically oriented. It measures the degree of capital controls using return differentials and the correlation between saving and investment ͑the Feldstein-Horioka puzzle͒, focusing on Norway in particular.
Although the book is fairly well written and covers an important topic which deserves more attention, there is room for improvement in several respects. First, the reader will obviously expect that the empirical discussions in part III will focus on directly testing the models developed in parts I and II. This is not the case. Second, the author seems to have missed all developments in international trade in the last two decades. This shows up in two ways: ͑i͒ there is no discussion of the 'new trade' imperfect competition models and their impact on capital controls ͑Krugman and Helpman models͒, and ͑ii͒ there is no analysis of multinationals and the important role they play in international capital movements and transfer pricing ͑Markusen, Ethier, and Helpman models͒.
Stephan In recent years a vast amount of research has been carried out on one of the most important issues in macroeconomics: the transmission process of monetary policy. Though there have been some important theoretical contributions, the research has focused on the gathering of empirical evidence on the precise nature of this transmission process. Kakes as well as de Bondt also try to make empirical contributions to our understanding of the ways in which monetary policy ultimately affects the real sector of the economy. There are potentially many transmission channels through which monetary policy may affect output and prices but two ͑complementary͒ views stand out in this respect. Both views are also at the heart of the two books. According to the money view the only transmission variable of importance is the interest rate. A change in the monetary policy stance will bring forward a change in the interest rate and this will have an impact on realia. Given that financial markets are assumed to be perfect, the financial structure does not matter for the monetary policy transmission process. A good example of the money view can be found in the well-known IS-LM model. According to the credit view, however, which is based on imperfect financial markets, the financial structure does matter for the transmission process. With imperfect financial markets there are more transmission channels than just the interest rate channel to take into account. Two of these additional transmission channels are emphasized in the literature: the bank lending channel, in which monetary policy changes the supply of bank loans and this influences private spending, and the balance sheet channel, according to which monetary policy changes private agents' net worth and the latter is thought to affects agents' financing and spending decisions. Finally, the recent empirical literature on the transmission of monetary policy is also characterized by extensive research on the possibility of asymmetric effects of monetary policy, a monetary tightening is not merely the mirror image of a monetary expansion.
Against this background ͑nicely summarized in chapter 2 of both books͒, Kakes and de Bondt analyze the transmission process for European countries. Previous research has focused strongly on the case of the US and it is important to gather empirical evidence for other countries as well. Kakes mainly does so by analyzing one country in particular, the Netherlands. In fact, a prime goal of his study is to analyze the monetary transmission process for a small, open economy with a fixed exchange rate like the Netherlands in the pre-EMU period. Chapters 3, 4, and 5 deal with this topic. In chapter 3 a ͑structural͒ VAR model is developed to see how changes in ͑either Dutch or German͒ short-term interest rates influence Dutch inflation and industrial production. The main conclusion is that monetary policy shocks hardly have any impact. The analysis has two main drawbacks. The first one is that only aggregate data are used, and this is a problem because in the credit view monetary policy is thought to have important distributional effects. The second problem is that the transmission process remains a black box because the financial structure is not part of the model. Both problems are dealt with in chapter 4 where another VAR model is developed to assess the relevance of a bank lending channel in the Netherlands. Now banks' balance sheets variables are introduced and Kakes distinguishes between a household and a corporate sector. It turns out that a bank lending channel is probably not very relevant for the Netherlands. Banks tend to shield their loan portfolio when confronted with a tightening of monetary policy and firms also display buffer stock behavior since the volume of bank loans granted to them increases when the short-term interest rate rises. Only bank loans to households seem to be negatively affected but this does not have much impact on household spending thereby mitigating the role of the bank lending channel. Chapter 5 corroborates these findings because there it is established that the Dutch market for bank loans is a customer market and that this market is demand-determined.
Chapters 6 and 7 deal with the asymmetric effects of monetary policy. In chapter 6 the main question is whether monetary policy is more effective in a recession than in a boom, whereas in chapter 7 the author investigates whether the effects of monetary tightening are different from those of a monetary expansion. In both chapters the emphasis is no longer exclusively on the Netherlands but instead a number of OECD countries are now the subject of investigation. Evidence with respect to these two asymmetries is mixed but clearly weak for the case of the Netherlands. De Bondt also addresses the possibility of asymmetric effects of monetary policy but his research is different from that of Kakes in a number of important respects. De Bondt does not try to find evidence on the monetary policy transmission process by focusing on a single country but instead he looks at six European countries throughout his book ͑Germany, France, Italy, UK, Belgium, and the Netherlands͒. His main aims are to establish if there are important cross-country differences in financial structure ͑yes, see his chapter 1͒ and, more importantly, if these differences have an impact on the monetary transmission process. This second question is inter alia answered by making use of panel data on banks which is another important difference with Kakes. Based on these panel data, it is concluded in chapter 4 that there is strong evidence in favor of the credit view for Germany, Belgium, and, surprisingly, the Netherlands. Surprisingly, because Kakes finds no evidence whatsoever for this transmission channel to be important in the Dutch case. This difference can be attributed to the fact that de Bondt only looks at the ͑heterogeneous͒ response of banks to monetary policy and not at the impact of monetary policy on real activity. This is also acknowledged by de Bondt ͑p. 78͒, and this is why he includes the effects of monetary policy on economic activity in chapters 5 and 6. Now his results, based on aggregate data, are that the bank lending channel is indeed not relevant for the Netherlands. The balance sheet channel is more relevant for the Dutch case. In my view the most important contribution of the study by de Bondt ͑see in particular p. 133͒ is that he shows that the transmission channels vary considerably across his six European countries and that the credit view is important in grasping these cross-country differences.
Although there are some differences, the studies by Kakes and de Bondt have much in common. Not only do both studies use the recent money/credit view literature for their analytical framework, they also employ similar modeling tools ͑like VAR models͒ and, to some extent, use similar data. They also refer to each other's work and both studies could easily have been integrated into one coherent book. Furthermore, both books are wellwritten and demonstrate a clear command of the relevant literature and econometric techniques. But in the end I was somewhat disappointed by the relative neglect of the European dimension ͑Kakes͒ and of the implications for EMU ͑both authors͒. In this respect the reference to Europe in the title of the book by Kakes is bit unfortunate. De Bondt states as one of his objectives that he wants to address the implications of his results for monetary policy under EMU, but the reader is somewhat left in the dark as to what these implications will be. Is it to be expected that with EMU cross-country differences in financial structure will diminish? What does the EMU mean for the relevance of the credit view? These are difficult questions but they somehow need to be addressed in studies on the monetary transmission process in Europe. Notwithstanding these last critical remarks, I can fully recommend the two books to those interested in the transmission process of monetary policy. Mr de Brouwer, an official at the Reserve Bank of Australia, uses the East Asian crisis of 1997-1998 as a starting point for studying the development of financial integration in East Asia. Australia is counted as part of East Asia for this purpose. The crisis puts a question mark over the benefits of financial liberalisation. In de Brouwer's view temporary restrictions on international capital flows in case of a crisis are defensible, indeed advisable, as markets have a tendency to overreact, but financial liberalisation is still a worthy aim to strive for. One prominent problem in the East Asian crisis was the low quality of bank assets, and financial repression itself provided the incentives for corruption and lax management that lie at the roots of that problem. Liberalisation leads to improved internal efficiency in banking firms and better portfolio diversification and it also enables households to better smooth consumption over time. This smoothing is not simply a matter of rearranging a given volume of consumption over time. De Brouwer emphasises that limited access of households to financial markets is likely to lead to lower education levels and to poorer housing, and thus to a lower level of human capital.
De Brouwer distinguishes between domestic financial openness and international financial openness. The degree of domestic financial integration is measured by the relationship between money market rates and deposit and lending rates. These institutional rates are found to move increasingly in step with money market rates over the 1985-1994 period in most of the countries studied. This is a result of financial liberalisation and means that monetary policy can make use of indirect instruments. International integration is measured in the conventional way by testing for the various parity conditions, but in addition de Brouwer looks at legal restrictions and discusses the literature on the Feldstein-Horioka relationship and the relationship between stock prices in different countries.
De Brouwer then goes on to assess the impact of financial liberalisation and the resulting financial integration on the real economy, and here he enters largely uncharted territory. Employing a two-good elaboration of the standard Ramsey growth model and modelling incomplete international integration as a tax wedge in the real interest parity condition, he studies the effects of increasing integration on the capital stock, foreign debt and the real exchange rate. Thanks to the endogenous capital stock, no unambiguous longrun effects could be found. Next, de Brouwer develops and estimates a model of household consumption based on intertemporal optimisation which takes account of demographic change and liquidity constraints. He finds clear indications that liberalisation of the capital account combined with domestic financial deregulation eases the constraints on consumption smoothing. Australia, Hong Kong and Singapore are found to have far progressed along this road, Korea and Taiwan are at the other end of the spectrum and Japan is in between.
Throughout the book de Brouwer is at pains to note the limitations of his models and the econometric problems that he had to cope with. The reader is struck by the meticulous way in which he discusses the findings of his econometric tests and the outcomes of his model analyses against the background of the literature. Nor is de Brouwer content with constructing models and running regressions. He knows what kind of economies he is talking about. One interesting observation is that Taiwanese banks have been relatively free from bad debt problems thanks to the fact that bankers face civil liabilities if loans fail. This leads to extreme caution. Not only as a study of East Asian financial liberalisation but as an example of how to go about analysing financial liberalisation and its results in general the book can truly be called outstanding. I only fail to understand why the reserve ratio figures as a cost of deposits in de Brouwer's bank model, in addition to interest payments and transaction costs, as the reserve ratio already makes its effects felt, as it should, through the volume of loans. In this book Horst Siebert, the president of the Kiel Institute of World Economics, right from the start treats the world as an integrated whole. He does not proceed from autarky in national economies to participation in international trade but moves the other way, zooming in on individual countries or groups of countries from the viewpoint of the world at large.
The book is divided into four parts. The first part, entitled 'The world goods and factor markets and economic growth,' covers standard trade theory, including such time-honoured elements as the Marshall-Mill offer curves, the Rybczynski and Stolper-Samuelson theorems and the Harrod-Johnson diagram showing the connection between relative commodity prices and relative factor prices. Factor reversal, however, is not discussed. Due attention is paid to imperfect competition and the theory of contestable markets. Comparative advantage is analysed with the help of Heckscher-Ohlin and thus with the emphasis very much on relative factor endowments. Curiously, Ricardo is not even mentioned once, which must be quite unique in a book on international economics. Against this, there is an in-depth analysis of growth and trade, including endogenous growth, the question of convergence and the importance of the wider institutional setting.
The second part, on 'Monetary and financial markets,' provides a quick overview of exchange rate determination, starting from a hypothetical world with only one currency. One chapter is devoted to currency crises, discussing recent crises, measures to prevent crises and the role of the IMF. Siebert provides a numerical example on the high interest rates required to prevent capital outflows in the face of an expected depreciation of the currency. There is no time period specified and Siebert, through the elementary mistake of expressing interest rates in the interest parity condition as percentage points instead of fractions, arrives at the peculiar conclusion that a mere 19 percentage point increase in the rate of interest would suffice to prevent capital outflows in the case of an expected 20-fold increase in the exchange rate. To be fair, this was the only instance I found where the pressure of time apparently took its toll.
In the third part, 'Regional dimensions,' we find chapters on developing countries, the transformation countries, regional integration and the European Union. It is somewhat bluntly stated that in LDCs there is no middle class. Against this, Siebert is careful enough not to simplify things and ascribe the success of the Asian tigers merely to their export-oriented policies. Instead, he emphasises that they followed a policy of diversification of exports. As for the desired strategy for transformation economies, Siebert notes a difference between American economists, who tend to emphasise the importance of macroeconomic stabilisation, and German economists, who rather tend to stress the importance of the institutional framework.
In the final part, on 'National economic policy versus a world economic order,' a chapter has been devoted to environmental problems, not surprising, given Siebert's earlier publications on the subject. Another chapter discusses locational competition and the danger of a 'race to the bottom.' The last chapter, on 'An institutional order for the world economy,' is a real gem. The basic question asked here is how to avoid non-cooperative behaviour. Siebert provides a concise but encompassing discussion of such topics as the dangers confronting the international economic order, the arguments not to burden the WTO with all kinds of norms which may be very laudable per se, and the right to emigrate as an important element of a liberal order.
The book is a tour d'horizon along the whole field of international economics. It is wide-ranging and touches on about every important aspect of international economics, with a strong orientation towards applying theory to real-world problems. Still, it covers no more than 300 pages and in his tour Siebert consequently drives the reader along at a breathtaking pace. Within such a short compass there is, of course, little opportunity to provide extensive derivations of propositions or go deeply into theoretical ifs and buts. The reader is furthermore assumed to be familiar with Cournot quantity competition, Bertrand price competition and Olson-type inflexibility of a country's institutional structure to know what homothetic preferences are and not to blink when confronted with a factorprice frontier. Obviously, then, this is not an elementary textbook. Those who have at one stage in their life studied their Krugman and Obstfeld, Kenen, Södersten, Salvatore, Dunn and Mutti, Kindleberger and Lindert or Caves, Frankel and Jones, however, will find this book a fine opportunity to brush up their knowledge of the theory of international economics and to be brought up to speed on the key issues in international economic policy discussions. I found it a most refreshing and stimulating volume. 
In November 1997 Aghion and Williamson presented the Raffaele Mattioli Lectures in
Milan at the Banca Commerciale Italiana and Bocconi University, respectively. The book provides a more extensive version of these lectures, supplemented by references and an index. In the first half of the book Aghion discusses the relation between inequality and economic growth relying mainly on theory, whereas in the second half Williamson discusses the relation between globalization and labor markets relying mainly on history.
Aghion's lectures are divided into a chapter on inequality, incentives and growth and a chapter on technical change and the Kuznets' hypothesis. Williamson's lectures first de-scribe convergence of workers living standards in the past and then go into the causes of this phenomenon. In the concluding chapter Williamson shows how history can be used to inform policy. The lectures draw heavily on previous work of the authors, mostly written in collabaration with others. The contribution of Aghion uses for example chapter 9 ͑Dis-tribution and Political Economy͒ from the Aghion and Howitt textbook ͑Endogenous Growth Theory ͑1998͒͒, whereas Williamson summarizes a lot of his economic history papers. Both parts of the book are motivated by the same questions. What accounts for growth and inequality? How are they related? How does globalization influence both? Do growth and inequality have an impact on policies and institutions?
Aghion remains within the framework of neo-classical economics, especially the assumption of diminishing returns to capital. In addition, he considers aspects such as credit market imperfections, moral hazard, non-neutral technical change, organizatorial change, and labour market institutions, to give a more realistic picture of the relationship between inequality and growth. In chapter 2 Aghion challenges the conventional trade-off between equity and incentives by introducing wealth heterogeneity ͑or differences in human capital endowments across individuals͒ and capital market imperfections. He discusses three reasons why redistribution to the less endowed can be growth-enhancing if capital markets are imperfect. First, redistribution creates opportunities. As already shown by Stiglitz in 1969, the neo-classical convergence results rely crucially on perfect capital markets. Aghion reconsiders Stiglitz's arguments in the context of an endogenous growth model with decreasing returns to individual capital investments and constant returns to the aggregate capital stock; the AK model. Individuals differ in their initial endowments of human capital. If capital markets are highly imperfect, this model predicts that more inequality is bad for growth. The implication is that redistribution to the poor ͑the people with higher marginal returns to capital͒ will be growth-enhancing. Second, redistribution improves borrowers' incentives. Moral hazard considerations are introduced as the explicit source of credit market imperfections into the AK model. Effort is increasing in wealth, so borrowing reduces the supply of effort. A redistribution scheme will then have a positive incentive effect on growth. Third, redistribution reduces macroeconomic volatility. In this section Aghion discusses two unpublished papers. The first paper assumes borrowing constraints and inequality of access to investment. Savings and investment on high-yield projects depend on wealth in period t-1, so that the economy will experience idle savings or unrealized investment opportunities. This causes a link between inequality and volatility. The government can try to implement trickle-down policies to move the economy into a situation in which all savings are invested into the high-return projects. The second paper considers a small open economy where high-yield investments in the domestic economy require the use of non-tradeable goods as inputs to produce tradeable goods. In this model the financial slump is the consequence of rapid growth. This is a very interesting idea because the slump does not rely on any regime or policy change.
Empirical evidence gives rise to the believe that a major cause for the increase in income inequality has been a shift in demand away from unskilled labour in favour of skilled workers. In chapter 3 Aghion explores three competing explanations for this shift: trade, technological change and organizatorial change. Recently, an update of this chapter ͑along with other parts of Aghion's lectures͒ has been published.
1
Williamson starts with presenting facts about the Atlantic economy in the late nineteenth century. These facts are directly relevant to debates over globalization today: a strong increase in capital and labour mobility across countries, a boom in commodity trade in response to sharply declining transport costs, and a strong convergence in living standards. To measure convergence, Williamson focusses on factor prices -including real wages -rather than GDP per capita and GDP per worker. He has some good reasons for this, the main reason being that factor prices help us to understand the sources of convergence. It appears that real wage convergence was a lot faster than GPP per capita of GDP per worker-hour convergence. In 1870, in terms of real wages, all countries ͑with the exception of Australia͒ lagged far behind the United States. Afterwards, over the period 1870-1913, the Scandinavian countries, Ireland and Italy succeeded to catch up with the US. In fact, no other country in the European sample had real wage growth even close to that of Sweden, Denmark, or Norway. In France, Germany and Great Britain, for example, real wage growth was close to that of the US.
Williamson extensively elaborates on the fact that countries with the highest growth rates of real wages also had the highest rates of emigration. He reports the cumulative labour force impact of the post-1870 migrations on each country in 1910. Ireland's labour force was diminished most by emigration ͑45%͒, followed by Italy ͑39%͒, and Norway ͑24%͒. As a result the US labour force was augmented by immigration by 24%. Standard economic reasoning can link the cross-country differences in the development of real wages with migration: more labour means lower real wages and less labour means higher real wages. As Williamson puts it: 'While the movers may have been able to escape to higher wages abroad, the now-scarce stayers found conditions improvements at home -not as much as the improvement captured by the emigrants of course, but improvements nonetheless.' Mass emigration can be seen as a sequence of labour force shocks. The effects on the ͑domestic͒ economy can be assessed by using computable general equilibrium models. Williamson reports the results for Ireland and Sweden, revealing the big impact of emigration on the rapidly contracting wage gap with the US.
In the late nineteenth century the decline in international transport costs was enormous. A series of innovations helped make steamships more efficient. Equally important was the opening of the Suez Canal and the large investments in physical infrastructure ͑railroads and canals͒. Interestingly, Williamson states that: 'The railroad was in many ways to the United States what the 1992 Single Market program was to the European Union.' Refrigeration was another technological innovation with major trade implications. Did the subsequent trade boom cause real wage convergence? There is no general answer to this question. Globalization through trade accounted for much of the Anglo-American real wage convergence, but the effects were much weaker elsewhere in the Atlantic economy. Williamson elaborates on two reasons for this. First, each country had a different economic structure, and so identical price shocks did not necessarily have the same effect on wages. Second, the price shocks associated with globalization through trade were not the same everywhere. So, for the Atlantic economy as a whole, globalization through trade probably did not account for more than a quarter of the wage-rental ratio convergence. Can the past inform the present? The periods 1870-1900 and 1970-2000 had in common that inequality rose in rich countries and fell in poor countries. The rise in inequality can partly be held responsible for the interwar retreat from globalization. Will this happen once again? Maybe not, because, as Williamson stipulates migrations from poor to rich countries today are pretty trivial compared with the mass migrations of a century ago. Indeed, the story around migration is the most interesting part of the book. The whole book is an inspiring example of asking the right questions and the struggle to answer the questions in the ungoing process of interaction between theory, empirical and historical investigation. Weisbrod in this volume brings together a number of scholars who have done extensive research on the process wherein non-profit organisations come to be increasingly involved in commercial relations. He has approached the contributors carefully, given them a specific task, and had them discuss each other's work on a number of occasions. Clearly, these are circumstances that contribute to the quality of an edited volume which all too often lacks coherence. In the foreword to this volume, Kenneth Arrow sketches in brief the position of and development in the non-profit sector and points to some of the theoretical questions that its changing relations to the commercial realm give rise to. He concludes by saying ͑p.x͒ that 'almost all of what is known regarding this development is to be found in these pages.' If anything, this raises one's expectations. The editor adds to this in his preface ͑p.xi͒ by saying that the book is a 'genuine product of intense teamwork' providing a 'single, unified analysis of the forces causing the growing commercialism of non-profit organizations, the forms that commercialism is taking, and the likely consequences. ' For economists, this should be an intriguing subject: what happens when market mechanisms are explicitly introduced in spheres where they had been ͑largely͒ absent so far? The editor, who has a strong reputation for research in this field, is right to explore both theoretical discussions ͑in part I, containing six chapters͒ as well as empirical or 'industry' studies ͑in part II, with another six chapters͒. In addition, there is an introduction by Weisbrod, and two concluding chapters.
Non-profit organisations are increasingly pushed to perform their tasks of providing collective goods that governments are not willing or able to provide themselves under commercial conditions. Where the beneficiaries of public-type functions is a diverse group, making it next to impossible for a government to take the task of providing for them upon itself, the provision of goods tends to be left to non-profit organisations. Now many such organisations are pushed to extend the basis of their income from donations and fees to income from the sale of goods and services. Increasingly, they are pushed to earn their keep in the market. They only comply grudgingly, to alleviate the financial difficulties they face. Of course, this holds for non-profit industries in most countries, but circumstances in the US are substantially different from those in other countries. Contributions to the non-profit industry from governments not only take the form of tax exemptions ͑the form explicitly studied in the volume͒, but may also take the form of direct financial support. In the US this component is smaller than in many European countries. But even in European countries differences are significant ͑Arnheier 2000͒.
1 Explaining such differences is not an easy undertaking, but would no doubt hinge on some understanding of path dependent developments. Such path dependency would no doubt limit the extent to which substitution between the different flows of income is possible.
The authors in this volume start from the fact that non-profits are commercialising, and that their size in the economy increases in relative and absolute terms. The effects of these developments are analysed on a theoretical and empirical level. Theoretical discussions focus, amongst otherthings, on the issues of a possible shift in the way in which the activities of non-profits are structured, if they tend to pursue their original goals less fervently, if there is interdependence between the flows of revenues non-profits can tap into, and the kind of competition these organisations are involved in with respect to other nonprofits but more importantly with for-profits. Industry studies in part II illustrate the discussion. The studies included focus on non-profit hospitals, universities, social service organisations, zoos and aquariums, art museums, and public broadcasting. It is, of course, clear that this is only a selection from the total number of non-profit industries, and therefore unfortunate that the criteria for selecting these industries are not specified. As such, the contribution that these studies make to the general understanding of non-profit industries is not as clear as it could be.
These remarks should, of course, be understood as minor reading guides to an otherwise very valuable volume. It tackles an issue that is not often dealt with; an issue that has important policy implications. Not only does it have policy implications, but it has research implications too. If I were pushed to formulate a more fundamental critique, it would be that the volume implicitly and reluctantly questions the concept of 'the market' as used in economics. Although throughout the analysis 'the market' is a reference point, it becomes clear that the boundaries of this concept are blurred, and unclear in the first place. Addressing this theoretical issue more explicitly would have given more force to the argument.
Wilfred Dolfsma
Bart Nooteboom, Management van partnerships, Academic Service, Schoonhoven, 1998 In this book an analysis is being made and a model developed of relationships between companies, especially in the setting of outsourcing. The main theme is the relationship within ͑international͒ alliances, mergers and take-overs, and between supplier and out-sourcer. The author presents a model to study and analyse those relationships and he empirically estimates a model.
The book starts with the main reasons for alliances and outsourcing. Because companies have to concentrate on the things in which they are really good, their core competences, they need to form alliances and outsource more. The definition of outsourcing is: Something is outsourced when the outsourcer has a say in the properties of the product or the production, even when the outsourcer is not able to produce it himself. Therefore the relationships between companies change. More and more emphasis is put on the strategy of building intensive and lasting relationships, not only from the perspective of the outsourcer but also from the supplier's view. 'Connections between people in an organisation become looser, whilst the connections between companies become stronger.' Thus more organisational forms between company and market develop: 'quasi companies. ' The relationship is being analysed from the perspective of both parties. For a theoretical basis first the transaction costs theory, as mainly developed by Williamson, is used. The author states that this theory is too limited, but that does not mean it is useless.
The first limitation of the transaction cost theory is that it exclusively pays attention to the possibility of opportunism and leaves aside the possibility for a relation based on trust. The second limitation of the transaction cost theory is that it overlooks the competence of companies. Competence in the transaction cost theory is a firm's in-house technology, but learning processes for instance are not incorporated.
In the transaction cost theory attention is given to change-over costs and opportunistic behaviour, Nooteboom adds the value of the partner and the possibility to change the tendency towards opportunistic behaviour. The change-over costs have a relation with the competences of companies and their learning abilities. The possibility to change the tendency towards opportunistic behaviour can be brought about by trust in relationships.
Noteboom develops an extensive model for relation management. As a result of this model he gives a list of instruments to change relationships between companies. The instruments are divided in four groups: influencing the value of the partner, influencing change-over costs, influencing the space for opportunism, and changing the tendency towards opportunism.
On the basis of this model he distinguishes four types of strategies in the relationships: Hostile versus co-operative and strengthening versus loosening. They have four different traits: fixing, pushing off, making free, and making beautiful. Depending on the nature of the relationship strategies can be traced.
The hypothesis is formulated that the best relation between supplier and outsourcer is based on making beautiful, whilst fixing is also partly involved. Especially with long-term 'pliant delivery' where it is not about soft behaviour but about helping each other to help each other, sharing information, which is necessary for control, leads to the most successful relation.
The government also plays an important role by advancing relationships between companies, especially by creating an institutional infrastructure. Because of the fact that the market itself cannot sufficiently eliminate the costs due to imperfect information and insecurity about the circumstances of the transaction partner and its intentions, society needs institutions to reduce those costs: legal rules, technical and administrative standards, and norms and values.
In the last chapter Noteboom gives a lot of attention to international alliances and the circumstances in which it is best to choose for local production or export, licensing, merging, or taking over. Mergers and take-overs are the best option when partners have the same core competences and use them for the same activity in the same place. In all other circumstances alliances are a better, cheaper, solution.
Management van partnerships is a book with a lot of information in only 190 pages. A very complex matter has been thoroughly analysed and the model adds to the theory of relationships between companies. It is also quite useful for people who want to analyse their relation with other companies and gain insight into possible instruments and strategies to change these relations. The model does not give sufficient insight into the dynamics of these relations, although game theory and life cycles in relationships are mentioned. However, incorporating trust in economic theory is an especially big step forward. More than half the world's population lives in cities and even more than three-quarters of the 'western' world does so. In 2025 the United Nations expect that the world will 'house' 26 mega-cities, i.e. cities with more than 10 million inhabitants. These facts are presented in the introduction of The Economics of Cities. Cities are among the most dominant phenomena of the modern economy ͑and of the ancient history, as is shown by Huriot and Thisse͒. The study of cities has been on the mind of economists at least since the work of Cantillon, and of course Adam Smith analysed cities from the perspective of the division of labour. Cities have always been on the minds of geographers and urban scientists, but recently more and more economists have become involved in the study of cities. This interest is stimulated not only because of empirical observations, like poverty problems in mega-cities, but also because of theoretical developments. In endogenous growth theory, for example, externalities of all sorts are very important and what better place for externalities than cities? Also the new economic geography approach, which itself is an extension of the new trade theory, analyses cities as a special form of agglomeration. The central question, which is answered in this book, is 'Why do economic activities agglomerate in cities?' and in line with modern developments in other fields 'What is the role of economies of scale?'
The first part of the book consists of excellent overviews, by Fujita and Thisse ͑chapter 1, which is an extended version of an earlier published article͒ and Baumont and Huriot ͑chapter 2͒. They review what we already know about city formation and what the remaining questions are. The development of the theory of cities seems to follow a strange pattern not often seen in other fields of economics. As usual, abstract models like the famous von Thünen model ͑actually the version of this model as we know it today is developed by Launhardt 1 ͒, are followed by more empirically oriented models. This em-1 See M. Blaug ͑1996͒, Economic Theory in Retrospect, fifth edition, Cambridge University Press. pirical-oriented literature produced an enormous wealth of information on which specific types of externalities, services, products, or more in general, which agglomeration or spreading forces determine the size and location of cities. But presently urban economics seems to return to more abstract modelling, following the revolution started by Krugman. 2 In his model locational patterns follow endogenously from the model and are not assumed beforehand, as was the case with most of the earlier literature on agglomeration and city formation. The surveys ͑and this book͒ also illustrate that much attention is devoted to integrate this 'Krugman' approach with the more traditional theory of urban economics ͑Beaumont and Huriot, chapter 2͒.
The second part of the book ͑Abdel-Rahman, chapter 3, Becker and Henderson, chapter 4, Fujita and Krugman, chapter 5, and Dobkins and Ioanides, chapter 6͒ deals with the problem of systems of cities; Why do cities of different sizes exist and why do systems of cities exist? Abdel-Rahman ͑chapter 3͒ surveys the relevant literature and poses a question ͑among other things͒ that is partly answered by Becker and Henderson ͑chapter 4͒; Can local governments affect the formation of cities and systems of cities and how can one choose between the multiple equilibria, which often characterises these models? One of the answers is the introduction of a 'developer' or 'large agent.' Without such an agent the potential number of equilibria is large and 'history' or special events determine the size and location of cities. This process can result in inefficient outcomes; a government or a large entrepreneur might restore an efficient equilibrium. Fujita and Krugman ͑chapter 5͒ show that systems of cities can be derived from an extended version of the Krugman ͑1991͒ model, but here too many possible equilibria are possible. The introduction of political restrictions or natural geographical features might resolve this problem. Dobkins and Ioanides ͑chapter 6͒ show that the city size distribution in the US has become more unequal ͑a trend towards concentration͒, and that urban labour productivity ͑income͒ and city sizes are positively correlated. This means that urbanisation, as we see it in the US, is associated with increasing inequality of income.
The third part of the book deals with growth, Brueckner ͑chapter 7͒ provides a survey of urban growth in the presence of durable housing. He notices that this literature is largely complete by now, but that we need more empirical work. Duranton ͑chapter 8͒ shows that as the population grows, urban networks emerge. First a monopoly city emerges as the population grows, but with continuous growth, more and more cities emerge. He also shows that very large cities can, under certain conditions, act as a brake on development and long-run growth. Goffette-Nagot ͑chapter 9͒ tries to find an explanation for the recent trend of de-centralisation or sub-urbanisation. It might be caused by decreased commuting costs, new markets which form because of the dispersion, housing costs in ͑big͒ cities, etc. These elements are then incorporated into a formal model. Empirical results show that the definition of rural/urban can become very important.
The last part of the book deals with some special cases. Zenou ͑chapter 10͒ discusses unemployment in cities, Jayet ͑chapter 11͒ the division of labour between the city and the country site and finally Gehrig ͑chapter 12͒ analyses the geography of financial centers. These studies, although very interesting in their own right, seem to be less related to the central methodology of the first three parts of the book.
All in all, the book provides an impressive survey of what is going on in one of the most exiting new additions to the main stream: new economic geography. This collection of essays not only shows what the 'new economic geography' can and cannot explain, but also how more traditional approaches in urban economics can be redefined and how the abstract new economic geography models can be extended to incorporate more realism. For researchers in this field, this book is essential reading. Bayesian inference and decision analysis is on the upswing. Very recently, September 30, 2000, the Economist contained an article on the clear logical foundations of Bayes' theorem as a learning device and on the applicability of Bayesian inference for clinical trials. This applicability is greatly enhanced by modern computational techniques based on Monte Carlo simulation. Given the increase in applications, it is of considerable interest to read a book which contains a collection of sixteen foundational studies. The purpose of these studies is not to draw the line between what is Bayesian and what is not. Instead the authors 'seek to understand better the scope and limitations of current Bayesian theory' ͑p. 2͒. The common theme of the studies is the attempt to extend the theory of norms of rational individual decision-making under uncertainty to norms of rationality for group decision-making. The material of the sixteen essays is organized in six themes that relate to multiple agent decision-making. The first theme is cooperative non-sequential decisions treated in essays one to three. The point in this theme is that Pareto-efficient, cooperative decision-making is not coherent by the usual assumptions of subjective expected utility theory. By introducing the idea of partially ordered preferences, a weakening of traditional assumptions, one can achieve Pareto-efficient cooperative decision-making. The second theme is representation and measurement of partially ordered preferences. This theme is treated in essays four to eight. The issue is the separation of personal probability and utility. This separation is based on the concept of rational preferences of agents over sets of acts. Several technical papers deal with a weakening of traditional assumptions like additivity of probability in order to restore some form of Weak Pareto rule. The third theme deals with game theory in the format of non-cooperative sequential decisions. In essays nine to twelve topics such as equilibrium behaviour and randomization are taken up. Also, the connection between the standard von Neumann-Morgenstern analysis and subjective expected utility theory is explored in a systematic way. The fourth theme is pooling rules and Bayesian dynamics for sets of probabilities. Dynamic aspects of group decision-making are investigated when agents hold shared preferences. The role of improper prior distributions as representing ignorance is treated.
The topics treated clearly show that the structure of the foundations is still changing and that challenging open questions remain like efficient prior elicitation, formal Bayes computation using 'improper' priors introduced by Jeffreys, and the modification of expected utility theory. These are three topics that I consider very important for practitioners. The reader of these fascinating essays is warned that they are written at a rather abstract level. Mathematical induction, topology, theory of convexity and separating hyperplanes are tools which are extensively used. I am looking forward to a sequel to this fascinating book where the operational implications for, e.g., financial decision-making, labour market decisions, and practical medical decision-making is explored.
Herman K. van Dijk
